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Despite a cabinet shake-up in Costa Rica and an optimistic annual report on the economy by
President Jose Maria Figueres, most economic analysts outside the government say the best that
can be expected for the remainder of this year is a stagnant though stable economy. As a result,
influential leaders in the business sector are heading a move to push the administration toward
clearer and more consistent policies to stimulate a recovery from the current recession. Of special
concern is the plight of smaller businesses operating in the domestic market and the apparent
inconsistencies in fiscal policies.
During the first five months of 1996, the economy showed lowered rates of interest, inflation, and
currency devaluation brought about largely by restrictive monetary policies by the Central Bank.
But the fiscal deficit has shown a worrisome trend during the first quarter, reaching US$85 million
compared with US$43 million in the same period in 1995. Government officials no longer believe
they can meet the fiscal deficit goal of 0.5% of GDP, as agreed to with the International Monetary
Fund (IMF), and expect a deficit of about 2%. Nevertheless, in his May 1 annual report to the
Legislative Assembly, President Figueres said he is satisfied with the progress of the economy and
called the current economic situation "stable." He said that the fiscal deficit, which stood at 3.5% of
GDP in 1995, is now "under control."
The tone of the report was in sharp contrast to his 1995 report in which he said that the country
faced a "crisis of governability" because of the enormous problems accumulated over the years
before he began his presidency. Now, he said, the country "is moving forward again," largely
because of the economic policies enacted by his administration. "To take on this immense challenge,
we adopted a different style of government...characterized by a will to put reform ahead of any
interest in political image," said Figueres. Among the major achievements since last year, the
president listed a substantial increase in exports. He predicted that the country would be shipping
US$5 billion worth of goods by the year 2000. He said that inflation in 1996 would be half the 1995
rate of 22.9%, and he noted that interest rates have come down an average of about 10 percentage
points in the past eight months.
The president also cited progress in environmental protection and sustainable development, and
he said reforestation projects have provided an extra benefit by having created 5,000 jobs in rural
areas. Finally, the president reported that, between 1994 and 1995, his administration slashed public
expenditures by 15%. Figueres shared credit for the economic gains of the past year with former
president Rafael Calderon of the leading opposition Partido Unidad Social Cristiana (PUSC). The
two leaders signed a pact in April 1995 that broke a legislative logjam blocking the administration's
neoliberal reform proposals, particularly an increase in the value- added tax (impuesto al valor
agregado, IVA) from 10% to 15% (see NotiSur , 05/25/96).
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Still, notwithstanding the government's efforts to enforce structural adjustment, many leaders
from the private sector say the administration's policies are not pro- business enough, and they
criticize the government's erratic initiatives. "After two years of the present administration, we in
the Chamber of Commerce do not see a clear agenda," said Julio Ugarte, executive director of the
Chamber. "The rules in our economy are still not clear to business." According to Ugarte, despite
the talk about fiscal reform and shrinking the size of the government's payroll, key elements in the
administration's economic restructuring program have made little progress. For example, some
experts say that cuts in the government payroll early this year created only illusory savings because
there had already been a 36% increase in expenditures before the cutbacks. Business leaders do
praise the government for reducing inflation and interest rates, for providing guaranteed credit for
small-sized businesses, and for keeping rate increases for public services below inflation rates.
Nonetheless, the private sector is increasingly concerned about the economy's sluggish growth,
especially since this is the fourth straight year that the GDP will have increased at a rate below
population growth. At a meeting of business leaders and the economic cabinet on June 11, there
were signs that the government is now willing to accept some business proposals for reactivating
the economy. In fact, although no specific agreements were announced, some sort of stimulus
package is expected to be ready before the end of July. During the meeting, business leaders such as
Samuel Yankelewitz, president of the Union Costarricense de Camaras criticized the government for
paying too much attention to macroeconomic indicators and too little to the microeconomic effects
of economic restructuring. He and other business leaders are especially worried about the effect
of fiscal policies on smaller businesses. There is nothing in the comments by the business leaders,
however, to indicate any shift away from neoliberal policies.
In fact, rather than veer from the neoliberal path, pro-business economists and private-sector
leaders say the government should energetically pursue structural economic reforms to foment
long-term growth. A series of recommendations by the influential economist Eduardo Lizano,
for example, appear to reflect the views now being pressed in talks between the government and
the private sector. Among other things, Lizano urges the government to carry out unfinished
reforms, such as privatizing the National Liquor Factory and the Corporacion Bananera Nacional
(CORBANA). He also calls for passage of a long- debated "law of economic guarantees," which was
agreed to in principle between the governing Partido de Liberacion Nacional (PLN) and the PUSC
in 1995. That law would bind future administrations to strict controls on fiscal policy for the next 12
years (see NotiSur, 09/14/95). In addition, Lizano calls for the approval of a host of other reform bills,
including a law of public employment and laws that would pave the way for privatization of many
more government businesses.
To guard against future political interference with these and other reforms, Lizano proposes that
a special law be passed to clearly spell out the areas of the economy in which the government
should be active so that administrations may operate without continually having to seek special
legislation from the Assembly. In particular, such a law would authorize private capital to take the
lead in providing such services as electricity generation, telecommunications, insurance, financial
services, and social security, which are currently monopolized by the state. The private sector
particularly criticizes the government's alleged neglect of the domestic market. Total industrial
output increased by only 1.2% in 1995 and, according to a study by the Camara de Industrias de
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Costa Rica, industrial production for the domestic market declined by a whopping 9%. According to
Leon Desanti, president of the Camara de Industrias, the shrinkage was mainly caused by reduced
consumer demand, which, in turn, was largely the result of excessive consumption taxes.
Consequently, the Camara de Industrias is pressing for the elimination of all consumption taxes,
leaving only the 15% IVA, which is scheduled to go down to 13% by March 1998. The consumption
taxes originated as a defense of domestic manufacturing during the years when the importsubstitution development model was in force, but that model is now defunct and business leaders
say the government needs to update fiscal policy. In fact, the government's inconsistent tax
initiatives have contributed to a conviction in the private sector that economic policies have
generally been applied as spontaneous reactions to crises rather than a structured strategy for
development. For example, the administration has announced that it will reduce from 5% to 1% the
tariff on imported raw materials starting July 1.
By comparison, however, the tariff on imported finished goods remains at 20% and is scheduled to
drop no further than to 15% by 1999. Government economists say the move is necessary to stimulate
domestic production and to create jobs. According to Economy Minister Marco Vargas, the new
tariff rates help offset high interest rates and other "distortions" that interfere with the ability of
Costa Rican firms to compete with foreign imports. Nevertheless, independent economists and
business leaders complain that the tariff reduction constitutes unfair protection for some industries
at the expense of others, and it represents a step backward in the progress toward free trade and
global competition.
Indeed, the government-private sector conflicts that led to the controversial tariff adjustment
highlights what critics mean when they charge that the administration's economic plan is
contradictory and unclear. In 1994, the government imposed a sliding scale of taxes on 1,500
common consumer goods, some as high as 30%. But businesses complained that the resulting
higher prices reduced sales and profits and was recessionary. After a long battle with producers
and retailers, the government finally agreed in April to reduce taxes on 150 items, maintaining a
minimum tax of 5% on all 1,500 goods. Then, to compensate producers, the government decided
to reduce the tariff on imports of raw materials. This meant that sellers of a given item produced
in Costa Rica with imported inputs would receive a 4% tax break, giving them a price advantage
over sellers that import the same item as a finished product. Meanwhile, the conflicts over economic
policies have led to a shake-up in Figueres's cabinet. In a July 1 national televised address, Figueres
asked cabinet-level officials to resign so that he could restructure the administration to better work
toward "economic reactivation."
Still, the shake-up will apparently not lead to any major changes since, in the end, only six of the
government's 50 top officials who were asked to resign actually left the administration. All the others
were simply shuffled to other posts. And, the heads of key ministries such as health, education, and
labor remain in place. In fact, rather than generate more public support for the government, the
cabinet shake-up will likely create more difficulties for the Figueres administration, which is caught
in a balancing act between pressures by the business community to deepen neoliberal reforms and
pressures by the country's labor movement to do more to protect the lower classes.
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Moreover, the government's latest policy initiatives reinforce labor's view that government promises
to increase social investments will be impossible to carry out given the heavy pressures by the
private sector and multilateral lending institutions to adhere to austere fiscal and monetary policies.
To gain some maneuvering room, the administration hopes to negotiate more realistic fiscal-deficit
goals with the IMF when the Fund carries out its review of government finances in August.
Treasury Minister Francisco de Paula Gutierrez says he will ask the IMF to grant Costa Rica
more time to reach the 0.5% deficit goal, at least until the end of Figueres's term in 1998. But such
initiatives are still not likely to generate any substantial backing from labor, which believes that the
government is steadily closing ranks with the private sector to reinforce neoliberal reforms. "There
is no real change in economic policies," said Albino Vargas, secretary general of the confederation
of public employee unions (Asociacion Nacional de Empleados Publicos, ANEP). "The cabinet
reshuffle has only consolidated the business sector. The neoliberal bias remains and social programs
are still being marginalized. More sacrifices can be expected from labor." [Sources: La Nacion (Costa
Rica), 04/25/96, 04/30/96, 05/01/95, 05/02/96, 05/04/96, 05/31/96, 05/25/96, 06/01/96, 06/12/96, 06/13/96;
La Republica (Costa Rica), 04/22/96, 04/25/96, 04/28/96, 06/12/96, 06/23/96; Agence France-Presse,
07/02/96, 07/03/96, 07/05/96, 07/06/96]
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